INTRODUCTION …our reassessment of Friedman's original PIH test as promising, not only because of its implications regarding possible validity of the PIH, but more importantly because it suggests useful avenues for further research, and simply because it is interesting to see how old ideas fare when confronting new data.
Friedman's old ideas are not obviously outmoded… -DeJuan & Seater (pp 41, 2006) There has been much theoretical and empirical research on understanding consumer behaviour since the seminal work of Hall (1978) most of which is done in advanced economy such as U S and U K. However, there are few attempt at testing the consumption theories with Africa data. In this paper we seek to redress the situation and investigate whether the permanent income hypothesis (PIH) is consistent with Nigeria and South Africa data over the 1970-2013 periods. The permanent income hypothesis, proposed by Milton Friedman, simply posits that households spend a fixed fraction of their permanent income on consumption. Under Friedman's framework, only changes in permanent income can alter one's consumption. As he states in his A Theory of the Consumption Function (1957) : "The transitory components of a consumer unit's income have no effect on his consumption except as they are translated into effects lasting beyond his horizon. His consumption is determined by longer-range income considerations plus transitory factors affecting consumption directly.
The transitory components of income show up primarily in changes in the consumer units' assets and liabilities, that is, in his measured savings." (page 221, as cited in (Mei, 2012) ). Therefore, consumers plan their expenditure on the grounds of a long-run view of the resources that will accrue to them in their lifetime (Alimi, 2013) . According to Roche (1995) , there are at least two justifications for examining and testing the Permanent Income Hypothesis; first, is its implication for policymaking especially in the area of income tax. For instance the impact of government policy of tax cuts will be greater on consumption if such a policy is perceived by consumers as permanent. Therefore a tax cuts aimed at the bottom of the income distribution are likely to be more expansionary than tax cuts aimed at the top because of the fact that lower income households have a higher MPC (Palley, 2008) . Second, the PIH forms important part of other theoretical developments, such as the expansionary fiscal contractions debate. In the line of the debate, it is suggested that reduction in government expenditures will make way for income tax cuts in the future. Hence, the rational forward-looking agents will perceive an increase in their permanent disposable incomes; therefore they will increase their consumption spending and consequently lead to output growth. Barry and Devereux (1992) suggest that this output growth argument might be too promising because increase consumption might not bring about increase employment.
We provide some recent empirical findings from literature on consumption function under permanent income hypothesis in Table 1 below; 
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It is found that the response of consumption to income innovations is found to be much weaker than is predicted by the PIH.
Thus, the object of this study is to test the validity of the permanent income hypothesis for Nigeria and South Africa. The paper is therefore structured as follows: the next section describes the data and method adopted in this study. This is followed by results and interpretation and the final section concludes this study.
DATA AND METHODS

Model Specification
Friedman postulated that income, Y, is made up of two components: a permanent component (Y P ) and transitory component (Y T ) and he argued that some of the factors that give rise to the transitory component of income were specific to particular consumer but that for any considerable group of consumers the transitory components tend to average out so that the mean of the transitory component is expected to be zero (Fernandez-Corugedo, 2004) . Similarly, consumption expenditures comprise permanent (C P ) and transitory components (C T ). According to Friedman, the permanent component relates to the amount that consumers plan to consume to maximize their lifetime utility; assuming there is no uncertainty, the total consumption would be equal to permanent consumption, given that temporary consumption relates to all 'other' factors.
The PIH gives rise to a consumption function of the form:
3) where C = current consumption spending, C P = permanent consumption, C T = transitory consumption, Y = current income, Y P = permanent income, Y T = transitory income, r = rate of interest at which the consumer can borrow or lend, w = ratio of wealth to income and u = consumer's taste preferences. Equation (1) defines the relationship between permanent consumption and permanent income, and the marginal propensity to consume out of permanent income, k(·) is independent of the size of permanent income but it does depend on other variables: r, w and u. The equations (2) and (3) provide a means of linking actual measured variables (C, Y) to their relevant components (Fernandez-Corugedo, 2004) .
Thus, permanent consumption expenditure is assumed to be determined by permanent income, such that; C P t = α+ βY t P (4) where α and β are parameters to be estimated.
Following Manitsaris (2006) and Osei-Fosu, et al (2014) equation (4) is estimated by combining the partial adjustment and the adaptive expectations model, in order to transform the unobservable permanent consumption expenditure (C P t ) and permanent income (Y t P ) variables in (4) into the observable variables C t and Y t respectively. Thus, the model obtained is as follows (see Gujarati and Potter, 2009) 
where θ is the partial adjustment coefficient and is the adaptive expectations coefficient. By substituting equation (3) into (4) we obtained a new equation which is as follows; C t = α + βY P t + C t T (7) Expressing Equation (7) 
Following Koutsoyiannis (1977, pp 316) we substitute (9) and (10) into equation (6) 
(11) Equation (11) can be restated as follows:
(16) Finally, the consumption function under the permanent income hypothesis and the adaptive expectations model, are estimable since all the variables involved are expressed in actual and not in observable variables. The specific model for estimation is presented in the log-linear form because it allows the regression coefficients to be interpreted as elasticity; lnC t = Ω + Ω 1 lnY t + Ω 2 lnC t-1 + η t (17) This study incorporate real interest rate variable (RIR t ) to equation (17), so as to assess the effect of interest rate on consumption, having identified it as one of the factors determining consumption in equation (1). Therefore, we estimated the model given by equation (14) as lnHFCE t = Ω + Ω 1 lnRGDP t + Ω 2 lnHFCE t-1 + Ω 3 RIR t + η t (18) where Ω i are the elasticity coefficients, HFCE t = C t and RGDP t = Y t . 
Data and Sources
This
Preliminary Tests.
In this study, we first examine the stationarity of our variables. A non-stationary time series has a different mean at different points in time, and its variance increases with the sample size (Harris and Sollis (2003) . The problem with non-stationary data is that the standard OLS regression procedures can easily lead to incorrect conclusions (Asteriou and Hall, 2007) . In the case of spurious regression, t-values of the coefficients are highly significant, coefficient of determination (R 2 ) is very close to one and the Durbin Watson (DW) statistic value is very low, which often lead investigators to commit a high frequency of Type 1 errors. Mostly in the literature to find out the order of integration ADF (Dicky & Fuller, 1979) and PP (Philip & Perron, 1988) tests have been used extensively. Due to their poor size and power properties, both tests are not reliable for small sample data set (Dejong et al, 1992) . These tests seem to over-reject the null hypotheses when it is true and accept it when it is false. While newly proposed tests such as Dicky-Fuller generalized least square (DF-GLS) detrending test developed by Elliot et al. (1996) seem to solve this arising problem.
Hence, the unit root tests are conducted using Augmented Dickey Fuller (ADF) and DF-GLS. If a unit root is detected for more than one variable, we further conduct the test for cointegration employing error correction model (ECM) and Johansen system cointegration tests. The major advantage of the ECM method of that it enables one to analyse both the short run and long effects of the variables as well as the adjustment coefficient. Another important advantage of ECM is that all the terms in the ECM model are stationary and the standard OLS estimation is therefore valid. Table 2 shows the result of (ADF) unit root test constant only while Table 3 presents DF-GLS for Nigeria and South Africa. The two tests suggest different conclusion. For example, ECM test shows that the South Africa variables are cointegrated but Nigeria's variables are not, whereas the reverse holds under Johansen cointegration test. We therefore proceed to estimate the long run regression model formulated in equation (15) and presented the result in table 5. 
ESTIMATION RESULTS AND PRESENTATIONS
Unit Root Test
We first computed the adaptive expectation coefficient in order to derive the long run MPC. From Equation (15), adaptive expectation coefficient is expressed as = 1 -Ω 2 Thus, adaptive expectation coefficient for Nigeria =1 -0.0499 = 0.9501 And Adaptive expectation coefficient for South Africa =1-0.2264 = 0.7736
The long run MPC or the elasticity of consumption out of permanent income (β) is obtained from equation (14) -Ω 1 = β . We therefore For Nigeria, the result shows that with an elasticity of consumption with respect to actual income at 0.9029. In order words, the short run marginal propensity to consume out of current income is about 0.90 suggesting that a 1 naira increase in the current or observed real income (as measured by real GDP) would increase mean consumption by about 0.90 naira.
However, suppose there is a sustained rise in income, then eventually MPC out of permanent income will be about 0.95 naira. In order words, when consumers have had time to adjust to the 1 naira change in income, they will increase their consumption ultimately by about 0.95 naira. Moreso, the real interest rate introduced to the model and the lagged of household consumption are not statistically significant. This suggests that the behavior of consumers in Nigeria is forward looking in the sense that their consumption behavior is based on expected future income. An adaptive expectation coefficient of 0.93 implies that in long run expectations of households in Nigeria are realized by 93%. Therefore, this result exhibits a strong support for the permanent income hypothesis for Nigeria. In case of South Africa, the short run MPC is 0.90 suggesting that a 1 rand increase in the current real income would increase the average consumption by about 0.90 rand while the long run MPC is 1.165. The long run MPC exceeds Keynes upper limit value of one. Thereby suggesting that in South Africa when consumers have had time to adjust to the 1 rand change in income, they will increase their consumption ultimately by about 1.16 rand. The study also found that previous consumption (Ct-1) was statistically significant and then implies that past consumption has effect on current consumption as posited by Duesenberry in the Relative income hypothesis. It can therefore be concluded that the relative income hypothesis hold in South Africa and also describe the behavior of consumers in South Africa is forward-looking although not as much as Nigerians. These findings are in agreement with previous study like Nwala (2010) and Osei-Fosu et al (2014) .
SUMMARY AND CONCLUSION
The aim of this study is to estimate the consumption function of Nigeria and South Africa under the Permanent Income Hypothesis using a time series data on final household consumption expenditure, real GDP and real interest rate from 1980 to 2013. The study estimated parameter MPC long run time series employing Cagan's adaptive expectation model. The result shows exist of a long run relationship between consumption and income for the two countries. The study found for Nigeria that when consumers have had time to adjust to the 1 naira change in income, they will increase their consumption ultimately by about 0.95 naira. Also, data for Nigeria this suggests that the behavior of consumers in Nigeria is forward looking in the sense that their consumption behavior is based on expected future income. In case of South Africa, the study shows that past consumption has effect on current consumption as posited by Duesenberry in the Relative income hypothesis in South Africa. Moreso, it is revealed that the behavior of consumers in South African is also forwardlooking although not as much as Nigerians.
The policy implication of our findings is that the impact of government policy of tax cuts will be greater on consumption if such a policy is perceived by consumers as permanent. Therefore a tax cuts aimed at the bottom of the income distribution are likely to be more expansionary than tax cuts aimed at the top because of the fact that lower income households have a higher MPC (Palley, 2008) .
